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KEY ECONOMIC INDICATORS 


(in millions of U.S. dollars unless otherwise indicated) 


Domestic Economy 
Population (millions) 
GDP current dollars 
Per capita GDP (in USD) 
GDP in Omani rials 
% change 


Government Finance 
Revenue 
Expenditure 
Deficit 
Deficit as a % GDP 


Balance of Payments 


Exports 

Imports 

Trade balance 

Current account halance 


Omani Trade 

U.S. exports to Oman 
U.S. imports from Oman 
Trade balance 

U.S. % of Omani exports 
U.S. % of Omani imports 





FOREIGN ECONOMIC TRENDS 


OVERVIEW 


Oman continues to recover from the recession caused by the 1986 and 
1988 drops in oil prices. The country's gross domestic product 
recorded a healthy 10 percent growth rate in current dollars in 
1989. This growth was accompanied by a positive halance of payments 
of $265 million, a turnaround from the deficit of $320 million in 
1988. Government spending continues to play the decisive role in 
the rate of growth of the country's economy. The budget for 1990 
calls for $4.54 billion in spending, with a deficit of some $800 
milllion. However, the surge in oil prices which followed Iraq's 
invasion of Kuwait in August has increased revenue available to the 
government, and the budget deficit is likely to be less than the 
anticipated $800 million. 


Petroleum continues to be the major sector in the country's economy, 
with the government attempting to push diversification into 
productive sectors such as agriculture and manufacturing. The 
government is seeking to increase the role of the private sector in 
these areas, promoting its one-year old stock market and allowing 


issuance of private and public sector bonds. It is also promoting 
Omanization of the labor force, actively pursuing an increased 
percentage of Omani labor in the country's work force. 


U.S. firms face a small and highly competitive market, which is 
dominated by trade with Britain and Japan. Continued depreciation 
of the dollar enhances the competitiveness of U.S. products, which 
enjoy a good reputation but are disadvantaged by higher 
transportation costs. The traditional U.S. market in Oman, oil 
field supplies and services, should experience some growth as the 
country's major oil producer launches a major expansion of fields 
and wells. The government is also rewriting its investment code, 


promising to loosen restrictions on foreign investment in the 
Sultanate. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth 


Economic growth, measured by current gross domestic product, 
increased by 10.4 percent in 1989. This growth follows a 2.5 
percent decline in 1988, when government spending and petroleum 
prices both dropped dramatically. 


* This report was prepared in November 1990. 





The recovery in petroleum prices in 1989, from an average price of 
$13.50 per barrel in 1988 to an average of $16.33 per barrel, was 
the major factor in the GDP turnaround for 1989. The average 
petroleum price for the first three quarters of 1990 is higher than 


the 1989 price, indicating overall GDP growth will again be positive 
in 1990. 


Growth in the non-oil GDP was not as strong. Growth in trade 
recovered from declines in 1985 and 1987 with a 19 percent growth 
rate in 1988. That growth slowed to just under one percent in 1989, 
but still accounted for almost 12 percent of the country's GDP. 
Public administration and defense have, for the last five years, 
accounted for between 16 and 19 percent of GDP. Restructuring of 
the fisheries sector led to a decline of 26 percent in 1989. 
Manufacturing registered a 10 percent growth rate for the year, but 
still accounted for only 3.8 percent of Omani GDP. 


Government spending continues to play the key role in stimulating 
the Omani economy. Eighty percent of the government's budget is 
financed out of oil sector revenue, and after the oil price collapse 
in 1988, the government cut spending in order to reduce the budget 
deficit. However, the Omani Government increased spending during 
1989. Budgeted spending for 1990 is up from the 1989 level, with 
the government emphasizing development expenditure, which had 


dropped for four consecutive years. Civilian current spending, 
which includes all ministry salaries, continues to grow. Defense 
spending also recorded growth both in 1989 and in the 1990 budget. 
Many businessmen are hopeful that the 1991 budget, the first in the 
new year plan, will continue this trend. 


The government has run deficits for the past several years. The 
1989 shortfall was $421 million, down from a $830 million deficit in 
1988. The shortfalls in the budget are covered in varying degrees 


by short-term borrowing, issuance of treasury bill, and drawdown on 
international reserves. 


Foreign Trade and Payments 


After registering a balance-of-payments deficit of $382 million in 
1988, the country recorded a $265 million surplus in 1989. The 
increase in oil prices, from an average of $13.50 per barrel in 1988 
to $16.33 per barrel in 1989, was the major factor in the 
turnaround. Revenues from oil exports were $3.7 billion, up almost 
20 percent from the 1988 level. Imports were up only marginally. 
For the first six months of 1990, the trade balance picture was 
positive, largely reflecting the relatively strong oil prices in the 
first quarter. With third quarter prices for oil significantly 
higher, Oman can expect a positive trade balance in 1990. 





On capital accounts, net loans for 1989 were half the 1988 level. 
At the same time, debt amortization increased 25 percent to $512 
million. The overall capital accounts picture staved, however, in 
the black at $98 million, down from the 1988 surplus of $340 million. 


Petroleum 


By all measures, petroleum dominates the Omani economy. It accounts 
for 46 percent of the country's GDP and 80 percent of government 
revenues. Moreover, petroleum revenues, channeled through the 
government's budget, support most other sectors of the economy. 


There are several oil companies operating in Oman, but the sector is 
dominated by the majority government-owned Petroleum Development 
Oman (PDO), which produces 95 percent of Omani crude. Occidental 
and Amoco are the two U.S. oil production companies holding 
concessions to search for and produce Omani oil. 


Oman's oil production has steadily increased since 1978, when the 
government decided to invest heavily in the sector in order to 
overcome a drop in production due to loss of pressure in aging 
fields. In 1988, production averaged 619,000 barrels per day. 
Petroleum Minister Sa'id al-Shanfari announced at the beginning of 


1990 that petroleum production would increase to 700,000 barrels per 
day by year-end-1990. PDO anticipates production of 650,000 barrels 
per day by year end, and production from the other oil 
concessionaires should ensure that Oman's total is close to the 
700,000 barrels per day goal by the end of 1990. 


Both the concessionaires and PDO continue to invest in the petroleum 
sector. Occidental Petroleum spent $37 million in capital 
expenditures in 1988 and $39 million in 1989. Similarly, Japex and 


Elf-Aquitaine increased capital spending by 5 percent and 33 percent 
respectively for 1989. 


PDO's expenditures for development outpace those of the smaller 
concessionaires. PDO has several large projects scheduled for 
development in the 1990s. Lukhwair field in northern Oman is the 
site of a $500 million waterflood project which is expected to 
increase that field's output from 24,000 barrels per day (b/d) to 
100,000 b/d. The company also just awarded a $74 million contract 
for improvements in the government gas system at Yibal field in 
northern Oman, and a $30 million contract in Birba in southern Oman 
to complete a gas injection project. 


Oman is not a member of OPEC, but it is a leading force in the 
Independent Petroleum Exporting Countries group, known as IPEC. The 
group cooperates with OPEC on production and pricing matters. Most 
recently, the government announced a freeze on production increases 
in July 1990, in solidarity with the proposed OPEC production cuts. 





Agriculture and Fisheries 


Prior to the development of the country's oil resources, the 
agriculture and fisheries sector was of major importance in the 
economy. Today, while accounting for only 3.6 percent of GDP, it 
still employs almost half of the Omani work force. 


The sector's products and work techniques have changed little over 
the years. Dates are by far the most important crop, with domestic 
production far greater than domestic demand. Limes, another 
traditional crop, are also cultivated, along with hananas, mangos, 
and coconuts in the southern region. The Public Authority for 
Marketing Produce (PAMAP) was established by the government in the 
mid-1980s and is charged with purchasing produce from farmers and 
marketing it for them. Through a pricing scheme, the PAMAP is 
encouraging farmers to cultivate crops which are currently being 
imported into the country. Other government assistance is available 
to farmers. The government-owned Bank for Agriculture and Fisheries 
offers soft loans for individuals who earn their living in this 
sector. A number of extension offices throughout the country offer 
technical assistance to farmers. 


Despite these programs, basic constraints on the agricultural 
subsector will continue to limit its role in the Omani economy. 
Arable land is only 83,000 hectares, about half of which is under 
cultivation. Water resources are extremely limited, and use of 
pumps in agriculture has resulted in increased saline content in the 
available water. The government has worked to address this problem 
through the use of recharge dams. These dams catch and hold flash 
flood waters, allowing the water to seep back into underground 
aquifers. 


Fisheries hold more promise for expansion. Exports of fish and 
shellfish provided $39 million of revenue in 1989, down from the 
1988 earnings of $49 million. This drop in revenue is probably due 
to the restructuring of the national fisheries company, The Oman 
Fisheries Company. Small- scale fishermen generally export their 
catch to the United Arab Emirates in small trucks with refrigerated 
containers. Several larger Korean and Taiwanese fishing boats have 
also been allowed to operate off the Omani coast. Their catch is 
exported to the Far East. Despite the government's efforts to 
encourage growth of this sector, in 1989 it accounted for less than 
1 percent of GDP. 





Mining 


The government is also encouraging development of the mining sector, 
and it is particularly interested in foreign joint ventures which 
bring with them expertise and capital. The most visible development 
in the mining sector is the Suhar copper refinery. Recently 
published discoveries of copper have increased the country's copper 
reserves to about 15 years. Oman also has chromite ore in 
commercial quantities and has deposits of gypsum, limestone, coal, 
asbestos, and marble. Some marble is now being processed at 
factories at the capital area industrial estate. 


Industry 


As part of its efforts to diversify the economy away from oil, the 
government is encouraging the development of light industry. In 
1989, manufacturing contributed $356 million to the Omani GDP. The 
sector's growth rate over the past five years have averaged 12 
percent, but it still only accounts for 3.8 percent of GDP. One 
industrial estate, in the capital area at Rusayl, is operating with 
over 60 factories. Two more industrial estates are planned, one in 
Raysut in the Dhofar region and one in Sunhar along the Batinah 
coast. Construction on these two projects is scheduled to begin in 
1991. The government has implemented several measures to encourage 
industrial development and to stimulate private sector activity. 
Among these incentives are concessional loans, exemption from import 
duty on inputs, temporary tariff protection on a few, selected 
products, the provision of feasibility studies and subsidized land 
and electricity on industrial estates. In addition, hoth the 
industrial estate at Rusayl and the Ministry of Commerce and 
Industry are working on marketing schemes for Omani products. 


Tourism 


The government is also pushing the tourism sector in its 
diversification efforts. Visa restrictions were relaxed in 1990, 
making it easier for short-term visitors to gain entry into Oman. 
The Omani Government is targeting an upscale European and American 
clientele and hopes to attract visitors to the rural mountainous 
interior regions as well as the coastline. Government plans to 
encourage this sector include the competition of construction of a 
national diving center and camping facilities throughout the 
country. The capital area already has several hotels, and the 
government is encouraging investment outside the Muscat area. 





B. IMPLICATIONS FOR THE UNITED STATES 


The United States, with 7.5 percent of the Omani import trade, has 
consistently ranked behind Japan and the United Kingdom. U.S. firms 
have done best in the oil sector, general and transportation 
machinery, and computer technology. However, Omani businessmen have 
respect for and a growing familiarity with other American products 
and technology. Those local businessmen who made quick returns on 
trade, construction, and real estate realize that the margins in 
these sectors are declining, and many are interested in pursuing 
light industry and other productive sectors. There is considerable 
interest in joint ventures with U.S. companies. 


Business and Investment Climate 


In most situations, Omani law requires foreign companies to have a 
local agent. This requirement is also a business necessity. 
Business success in Oman comes from cultivation of clients and close 
observation of local market developments. Tenders are often 
announced with little fanfare and short notice. Government projects 
sometimes begin suddenly as funds become available. A local agent 
or local office is needed to monitor and respond to business 
developments. A local contact is also needed to expedite the 
process of doing business. Despite the government's interest in 
bringing business to Oman, its bureaucratic hurdles are sometimes 


daunting. A local contract facilitates the flow of paperwork and 
documents. 


The government is actively seeking foreign investors in agriculture, 
fisheries, light industrv, and tourism Those investors who will 
allow technology transfer and provide employment for Omanis are 
particularly desired. The critical rules on foreign investment are 
that any company must be majority-Omani owned, that a joint venture 


be formed, and that an Omani firm be the exclusive agent for a 
foreign company. 


Best Prospects 


The oil sector will continue to play the dominant role in the Omani 
economy. Business prospects in this sector are good. Increased 
capital expenditure by oil companies means increasing opportunities 
for American firms in oil field services and supplies. Moreover, as 
the Omani oil fields continue to mature, demand for more 
sophisticated drilling and recovery technology will rise. 


Companies interested in joint ventures in light manufacturing and 
food processing will also find an excellent climate in Oman. 
Incentives for investment outside the capital area are also likely 
to increase over the coming few years, as the government looks to 


development of the interior and rural areas of the country. 


* U.S. Government Printing Office : 1991 - 282-906/20048 





